Southern Business Review
Volume 24

Issue 1

Article 7

April 1998

A Taxonomic Analysis of Porter's (1980) Low Cost Leadership
Strategy
Nobuaki Namiki
California State University

Follow this and additional works at: https://digitalcommons.georgiasouthern.edu/sbr
Part of the Business Commons, and the Education Commons

Recommended Citation
Namiki, Nobuaki (1998) "A Taxonomic Analysis of Porter's (1980) Low Cost Leadership Strategy,"
Southern Business Review: Vol. 24: Iss. 1, Article 7.
Available at: https://digitalcommons.georgiasouthern.edu/sbr/vol24/iss1/7

This article is brought to you for free and open access by the Journals at Digital Commons@Georgia Southern. It
has been accepted for inclusion in Southern Business Review by an authorized administrator of Digital
Commons@Georgia Southern. For more information, please contact digitalcommons@georgiasouthern.edu.

A TAXONOMIC ANALYSIS OF PORTER'S (1980)
LOW COST LEADERSHIP STRATEGY
Nobuaki Namiki
INTRODUCTION

The primary purpose of this study was to investigate firms competing
primarily on low costs. These firms were la beled "low cost leaders" by a wellknown scholar, Michael Porter, in his book, Competitive Strategy. He
developed a typology of strategy which includes three successful types:
di1Terentiation, low cost leadership, and focus. Low cost leader ship requires
firms' generation and maintenance of low cost positions r elative to
competitors while differentiation aims at creating something unique
industrywide. Focus strategy concentrates on serving a narrow market
segment th.rough either low cost leadership or di1Terentiation.
These "generic" strategies are broad categorizations of firms' strategies
and offer a simplistic conceptualization of complex phenomena-firms'
strategic behaviors. A generic strategy is intended to be employed
successfully by any company in any kind of environment. Although such
strategy has contributed substantially to the development of strategic
management, criticism of such a simplistic approach has recently been voiced .
This criticism centers around the broad categorization of firms' strategic
behaviors. In other words, descriptions of each strategy may not be
comprehensive and thus may be somewhat vague (e.g., Miller, 1996;
Fiegenbaum & Thomas, 1995; Barney & Hoskisson, 1990; Karnani, 1984; Hill,
1988) though fairly detailed characterization has been discussed by Por ter.
For example, in pursuing low cost leadership, it is uncertain how much
emphasis should be placed on product quality and service. Porter prescribes
that a low cost leader should minimize expenditures on product quality and
service but cannot ignore them. A related question concerns whether a f=
following low cost leadership through focusing on a particular group of
customers should emphasize provision of service. The same question can be
posed for the degree of emphasis on marketing and innovation. Some past
studies have found that some f=s pursue di1Terentiation and low cost
leadership simultaneously and are quite successful (Dess & Davis, 1984;
Robinson & Pearce, 1988; Hill & Jones, 1992; Wright, Pringle & Kroll, 1992).
The finding is contrary to Porter's asser tion that these "stuck in the middle"
firms are guaranteed to perform poorly. Moreover , other studies have
identified, th.rough empirical studies, relatively weak su pport for the
existence of focus strategy (e.g., Dess & Davis, 1984).
One possible reason may be that the "generic" groups of fu-ms are not
necessari ly homogeneous but instead employ consider ably differ ent
organizational and strategic attributes. They can, thus, be fu rther classified
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int.o a few distinct subtypes within each type. Identification of several
subtypes within a strategy type may lead to a clearer conceptualization of
strategy.
This study focuses on low cost leadership strategy, one of Porter's (1980)
generic strategies. Specifically, the objective of this study is to identify
subtypes of successful low cost leaders based on their strategic attributes.
Identification of s ubtypes may reveal different combinations of strategic
weapons for pursuing a low cost leadership strategy and, thus, provide
executives with clearer guidelines in formulating and implementing effective
strategies.

THEORETICAL BACKGROUND
The recent trend in strategic management research has been to identify
types or typologies of strategies employed by firms within an industry. These
studies are based on the recognition that strategies differ among firms within
the same industry and that subg roups of firms (or strategic groups) employ
different mixes of methods to compete in the industry (Peteraf & Shanley,
1997; Smith, Grimm, Young & Wally, 1997; Fiegenbaum & Thomas, 1990;
Hatten, 1979). Companies oper ating in the same or similar environments
may compete by using differe nt competitive methods due to the dissimilar
strategic orientation of their management a nd other internal distinctive
competencies. Strategic group analysis investigates strategies and operating
similarities among firms within a given industry, thereby providing a useful
intermediate frame of reference between viewing the industry as a whole and
considering each firm separately (Harrigan, 1985; Caves & Ghemawat, 1992).
This new viewpoint has led strategic management scholars to develop a
"generic" typology of strategy, a conceptually derived classification of firms'
strategic behaviors. By the early 19 Os, sever al typologies had been
developed (e.g., Miles & Snow, 1978). One of them is Porter's (19 0) typology
which includes three successful types-low cost leadership, differ entiation,
and focus.
A low cost leadership strategy, which is the focus of this s tudy,
emphasizes generation and maintenance oflow cost positions relative to those
of competitors through aggressive construction of efficient scale facilities,
tight cost and overhead control, a nd cost minimization in areas like research
a nd development (R & D), service, advertising, etc. A differentiation strategy
requires firms to create something, either products or services, that is
recognized as unique. Examples of approach es to differentiating a re customer
service, technology, a nd advertising. A firm pursuing a focus strategy
concentrates on a particular group of customers, geographic markets, or
product line segments. The strategy takes the form of either differ entiation
or low cost leadership.
F\10ctional attributes and organizational a rrangement within each
strategy type a re also discussed by Por ter (1980). He points out that cost
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leaders tend to have sustained a capital investment and access to capital, a
structured organizational design, a low cost distribution system, and a
process-engineering skill, all of which are geared toward lowering costs.
Firms pursuing a differentiation strategy tend to possess strong basic
research and/or marketing abilities and have strong coordination among R &
D and marketing functions and strong cooperation from distribution
channels. Companies following a focus strategy, which concentrates on a
particular group of customers, geographic markets, or product line segments,
have a combination of functional attributes with organizational arrangement
of a cost leadership strategy or a differentiation strategy.
During the past several years, several refinements of the generic
strategies have been made. First, two major subtypes within Porter 's
differentiation strategy have been suggested by Miller (1986). Miller argues
that Porter's differentiation strategy has at least two varieties, innovation
and marketing, that require substantially different organizational
arrangements and functional attributes. The innovative differentiation
strategy, in its effort to create uniqueness industrywide, aims at developing
and introducing new products and technologies. It emphasizes research and
development (R & D) functions and basic research . Marketing differentiation,
on the other hand, concentrates on creative or superior marketing activities
such as attr active packaging, convenient locations, and superior
product/service reliability.
Second, an argument for the compatibility relationship between the two
"generic" strategies, low cost leadership and differentiation (Karnani, 1984;
Hambrick, 1983; Robinson & Pearce, 1988), has occurred. In other words,
companies may succeed by using the low cost and competitive differentiation
strategies simultaneously. Porter portrays cost leadership and differentiation
as located at opposite ends of a single continuum, thereby implying an
incompatible relationship between the two strategies.
However, several conceptual and theoretical studies have demonstrated
that a dual emphasis on low costs and differentiation can lead to high
performance (e.g., Wright, et. al., 1992; Murray, 1988; Karnani, 1984). For
example, a company that differentiates with high-quality products may
succeed in gaining a large market share, a strategy which may lead to
achieving economies of scale and, therefore, low costs (Wright, 1987;
Hambrick, 1983). Larger firms have also been associated with pursuing
multiple strategies simultaneously (Wright, 1987). Moreover , several
previous empirical studies have found that some ftrms pursue differentiation
and cost leadership at the same time (Dess & Davis, 1984; White, 1986;
Robinson & Pearce, 1988).
. In order to find strategy types of low cost leaders, key underlying
d~ensions of strategy need to be identified. Although many definitions and
:,riews of strategy exist, many view strategy as consisting of a few
mterdependent decision components (e.g., Kotha & Vadlamani, 1995; Kotha,
Dunbar & Bird, 1995; Nayyar, 1993; Anso.ff, 1965; Galbraith & Schendel,
198_3;_ Schendel & Hofer, 1979; McDougall & Robinson, 1990). Strategic
decision components are strategic variables that typically fall within the
40
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realm of management responsibility (Galbraith & Schendel, 1983; Woo &
Cooper, 1981). Major decision components are often considered to include
product-market scope and competitive advantage (Chrisman, Hofer &
Boulton, 1988; Lewis & Thomas, 1990).
Strategic decisions regarding product-market scope are concerned with
the markets in which a firm competes, the kinds of products a company
1
produces, and the rate at which a firm introduces changes in products and or
markets. The competitive advantage component of strategy relates to the
means-e.g., marketing and R & D functions-to compete in markets.
Porter's generic strategies use the two decision components as the key
dimensions for classification. Therefore, low cost leaders may also be further
classified based on these two strategic decision components.
RESEARCH METHODOLOGY

Sample
A questionnaire was sent to the top executives of 746 manufacturing
companies randomly selected from the Millio n Dollar Directory. After one
follow-up letter, 258 usable responses were received (an approximate
response rate of 35 percent). The average sample firm had annual sales of
$41-50 million and employed 300-400 people.
Identificatio n of Low Cost Leaders

Low cost leaders were identified by respondent answers to three items:
(1) the degree to which their firms placed emphasis on a continuing,
overriding concern for the lowest cost per unit, compared to competitors, on a
7-point Likert scale; (2) the degree to which their firms placed emphasis on
oper ating efficiency, compared to competitors, on a 7-point Likert scale, and;
(3) the self-rating of their firms' overall performance, on a 5-point scale. A
total of 62 firms reported a very strong emphasis on generating and
maintaining low costs relative to competitors (scale > 5 ), operating efficiency
(scale > 4), and above-average overall firm performance (scale > 3 ). Three
other measures of performance-sales growth. return on total assets, and
profitability-were also used in this study. Low cost leaders r eported
performance on sales growth, return on total assets, and profitability
measures that were significantly higher than those performance criteria of
other firms in the sample (F-value=l0.2, p<.002; F-value=l 7 .5, p<.0001; and
F-value=8.6, p<.004, respectively). It should be noted that this r esearch used
subj_ective, self-report instruments developed and validated by Dess and
Robl.llson (1984 ) in measttring the fottr types of perfor mance.
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Classification Variables

Seventeen questions measured competitive strategy which represented
the two strategic decision components, product-market scope and competitive
advantage, as discussed in the pr evious section. Concerning the productmarket scope component, respondents were asked about their emphasis on
three different dimensions: broad range of products, narrow r ange of
customers, and product mix stability.
The competitive advantage com ponent includes several dimensions that
can be broadly grou ped into two-low cost leadership and differentiation. In
order to identify firm emphasis on low cost leadership, respondents were
asked to rate their degree of emphasis on economies of scale in
manufacturing, competitive pricing, procuring low-cost raw materials, and
process-oriented R & D. Previous studies (Kotha, et. al, 1995; Galbraith &
Schendel, 1983; Hambrick, 1983; Miller, 1988; Kotha & Vadlamani, 1995;
Gomez-Mejia, 1988; Lassar & Kerr, 1996) found several means to
differentiate from competitors (e.g., marketing, innovation, and service) as
discussed in the previous section. Therefore, respondents were asked to rate
their emphasis on (1) marketing, i.e., brand identification development, and
promotion/advertising; (2) technology/innovation, i.e ., new product
development, flexibility in manufacturing, and technologically superior
products; (3) service, i.e., expenditures on service above the industry average;
and (4) others, i.e., capability to manufacture specialty products, strong
control over distribution channel, and quality-control expenditures above the
industry average. These questions were based on a 7-point Likert type scale.
The questionnaire concer ning competitive strategy was derived from an
extensive literatu re review. Many competitive methods were extracted from
industrial economics and strategic management literature (e.g., Porter, 1980).
Questionnaire items used by pr evious studies (Nayyar, 1993; Kotha &
Vadlamani, 1995; Dess & Davis, 1984; Galbraith & Schendel, 1983;
Hambrick, 1983; Smith, Guthrie & Chen, 1986; Snow & Hrebiniak, 1980;
Govindarajan, 1988) served as a second source.
In order to classify the responses into distinct strategy types, a cluster
analysis was employed (e.g., Ketchen & Shook, 1996). A t-test was used to
compare mean scores of the low cost leaders' competitive methods to those of
the average cost leaders.
RESULTS AND DISCUSSIONS

Cluster analysis (the FASTCLUS procedure in SAS) on the sample firms
revealed five clusters of companies, each following similar competitive
methods (see Table 1). Sample firms were switched from one cluster to
a~other . until each cluster consisted of companies with similar strategy
on entation and the cluster differed significantly from other cluster s.
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TABLE 1
CLUSTER ANALYSIS RESULTS
Competitive methods All Firms
Narrow market

1

2

4

5

(n=62)

(n=25)

(n=14)

( n=9)

(n=8)

( n=6)

4 06

4 .12
(1 07)

4 14
(123)

3 33
( .461

-1 .38
! 751

I 33
(1151

5 56" •
( 69)

3 21
( 93)

3 00
( 861

3 50

2 1-·'

! 731

( 601

scope
Product mix instability

4 06

3

Broad product range

4 29

4.4 8
(109)

4 86
( 84 )

4 00
( 88)

4.25
(103)

2 67''
( 76

Economies of scale m
manufacturing

5 19

5 72
( 72)

3 93"'
(115 )

(l

-1 78
01)

5.38
C 72)

! 561

5 04
C 95)

5 79

6 00

( 84 )

( 821

3 88 "
(1 21)

5 83
( 91)

5 68
C 73)

5 29
Cl 03 )

5 78
C 911

-I 00
( 140)

(1

556
! 73)

6 43 " '
( 48)

4 56
( 85)

4 88
(102)

2 oo••·
I 87)

552 '
I 93)

5 21
! 82)

-1 86
( 61)

3 50'
Cl 15 )

333 '
(1 07)

New product development 4 &1

5 72' •
I 77)

4 50
I 84 )

4 00
11 24)

5 13
( 601

2 83' "
C 89)

Brand 1d development

5 92 "
( 65)

5 79
C 53)

3 44''

3 63

< Sil

Cl 131

2 67' '•
( 66)

3 so··
(1 13)

2 57
C 57 )

C 56)

C 31)

1 67 '
C 74 )

364
( 95)

5 86.. '
C 72)

5.33
( -19)

2 25 "
( 63)

( 85)

5 48 '
( .54)

5 14

1.44" .. •

( 84)

( .25)

Competitive pricing

5 27

Procurement of low-cost raw
matenals/components 5 42
Technologically s upenor
products

5 18

Fleribility in manufactunng
process
4 89

4 92

6 33' '

600
171

Promotion/adv above the
industry average

2 76

2 11

138"

Capability in manufacturing
specialty products

4 13

Strong control over
distribution channel

4 45

2 25 • •
( 80)

283

6 .00 '
( .53)
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4.88..
( .81)

3.93
( .79)

2.22'"
( .48)

4 63
(1.01)

2.50·
(1.18)

3.15

3.00
( .86)

3.07
( .92)

256
(1.06)

338
(1.16)

4.50
(1.37)

above the industry average 5.69

6.00
( .80)

6.00
( .84)

4 .89'
(102)

5 13
(128)

5.67
(1.20)

4.92

6.14"
( .58)

5.44
( 44 )

3.38"
( 92)

3.67•
( .92)

Process oriented R & D

4.02

Maintaining high
inventory level

Quality control expenditures

Expenditure, on service above
the industry average

4.95

(1.04)

NOTES: Means are reported with standard deviations in parenthes is.
Significance of difference from mean of all s ample: ·•, p< 1, ". p<.05, ,, •. p<.01.

It is important to note that a cluster analysis does not explicitly provide a
clearly acceptable or unacceptable solution. The appropriate cluster solution
(five clusters) was selected due to a substantial drop in mean-squared error
(Hambrick, 1984). Also, the number of clusters that could be examined was
limited by the sample size. As shown in Table 1, not all the clusters a re of
suitable size for strong generalization, but this condition worsens appreciably
with more than five clusters. Therefore, in the interest of parsimony, a fivecluster solution was chosen. A discriminant analysis of the five clusters,
using the 17 strategy dimensions as independent variables, correctly
classified over 95 percent of the observa lions. This observation suggests that
the clusters formed distinct groups.
Cluster 1, including 25 firms or about 40 percent of the total sample, is the
largest group among the five types of low cost leaders. Firms in this cluster
tend to create changes in their products through new product development
and emphasize marketing activities such as brand identification development
and promotion. They also emphasize strong control over distribution
channels and process-oriented R & D. These observations lead to the
interpretation that these firms attempt to pursue low cost leadership and
differentiation based on innovation and marketing.
Fourteen companies are classified into Cluster 2. For their productmarket component of strategy, they have product-market scope and product
mix stability similar to those of other low cost leaders. In terms of competitive
advantage, they strongly emphasize their specialty product manufacturing
capability, technological superiority, and service. Cluster 2 firms, therefore,
can be labeled "low cost producers of specialty goods" or "low cost producers
with focus orientation."
Cluster 3 includes nine companies. They a.re similar to other firms in
terms of their product-market component of strategy. For competitive
advantage, they strongly de-emphasize control over distribution channels and
44
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pr ocess technology development and moderately de-emphasize brand
identification development and product quality. These firms, therefore,
simply pursue low cost per unit.
Eight firms are classified into Cluster 4. They de-emphasize many
competitive methods such as competitive pricing, procurement oflow-cost raw
materials, brand identification development, promotion, capability of
manufacturing specialty products, control over distribution channels, and
service. These firms are similar to those in Cluster 3 in strategic orientation.
However, they differ significantly from Cluster 3 companies in pricing
strategy. Firms in Cluster 4 strongly de-emphasize competitive pricing while
those in Cluster 3 emphasize it to a large extent. Therefor e, Cluster 4 firms
can be called "high-price low cost leaders," while Cluster 3 companies can be
labeled "low-price low cost leaders."
Cluster 5 consists of six firms . In terms of the product-market component
of strategy, they have little product change and narrow product range. For
competitive advantage, they strongly emphasize economies of scale in
manufacturing and emphasize, to some extent, control over distribution
channels. These firms, however, de-emphasize many other competitive
methods such as technological superiority, flexibility in the manufacturing
process, new product development, brand identification development,
promotion/advertising, process-oriented R & D, and service. Therefore, they
can be called "low-cost producers with economies of scale."
CONCLUSION
Five types of strategy followed by low cost leaders were found in this
study, the finding confirming that low cost leaders are not a homogeneous
group of companies. It was interesting to discover that nearly 40 percent of
the firms with strong emphasis on cost control simultaneously pursued a
differentiation strategy. High performance of this group of firms indicated
that the low cost leadership and differentiation strategies were, to a large
extent, compatible.
Another strategy is the group of firms following low cost leadership with
focus (Cluster 2). Note that they emphasize capability to manufacture
specialty products and service but not economies of scale in manufacturing.
Characteristics of the last three groups (Cluster s 3, 4, and 5) tend to
match closely with those described by Porter (1980) as low cost leader s. Three
major variations of low cost leader ship a.re identified. Two groups of firms
(Cluster s 3 and 4) a.re very similar in their strategic orientations. The
exception is their pricing strategies. Though both maintain low cost positions,
one group (Cluster 4) charges higher prices while the other (Cluster 3)
strongly stresses competitive pricing. The last grou p of low cost leaders
attempts to achieve low cost positions through economies of scale in
manufacturing. These firms have a narrow range of products and deemphasize most other competitive methods.
Southern. BusiMss Review
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Porter did not clearly explain the importance of product quality and
service. He pointed out that low cost leaders, in lowering costs, could not
ignore quality and service. It was interesting to find that, among the five
clusters of firms emphasizing low cost, only one group, the low cost producers
of specialty goods (Cluster 2), strongly emphasized product quality and
service. Cluster 1, which pursued both low cost leadership and
differentiation, also stressed quality products. Clusters 3, 4, and 5, which
closely resembled Porter's (1980) low cost leaders, to a large extent deemphasized product quality and service.
Some limitations of this study should be noted . First, competitive
strategy may include other essential competitive methods not cover ed in this
study. However, given the exploratory nature of the study and resource
constraints, the limitation is not considered a major barrier in interpreting
the results. Second, since the data a.re cross-sectional in nature, only
associations between variables can be established.
This study identified five successful subtypes of firms emphasizing low
costs relative to competitors. The results of this research can be used by
executives in formulating and implementing viable low cost leadership
strategies. The findings can also be utilized by executives as a list of options
in pursuing a successful low cost leadership strategy.
Future research should investigate types of low cost leaders in specific
industries or environments, e.g., high-technology industries. The relative
importance of the competitive methods might va ry across different
environments. Also, research should be conducted on identifying types of
differentiation strategy. Subtyping "generic" strategies has been found in tbis
study to offer clearer guidelines in formulating and implementing viable
strategies. More study is needed to further the understanding of competitive
strategy.
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